DRAFT ANNUAL BUDGET 2017/18 


Item 


22-03-2017 


Report from CFO 


PURPOSE OF REPORT 


The purpose of the report is to table the 2017/2018 Executive Summary 
of the Draft Annual budget to Council for consideration. 


LEGAL REQUIREMENTS 


The Local Government Municipal Finance Management Act, 2003, section 
15 & 16, and the Municipal Budget and Reporting Regulations, 
Government Gazette 32141, 17 April 2009. 


Appropriation of funds for expenditure 

15 . A municipality may, except where otherwise provided in this Act, incur 

expenditure only— 

(a) in terms of an approved budget; and 

(b) within the limits of the amounts appropriated for the different votes in an 
approved budget. 

Annual budgets 

16 . (1) The council of a municipality must for each financial year approve an annual 
budget for the municipality before the start of that financial year. 

(2) In order for a municipality to comply with subsection (1), the mayor of the 
municipality must table the annual budget at a council meeting at least 90 days 
before the start of the budget year. 

(3) Subsection (1) does not preclude the appropriation of money for Capital 
expenditure for a period not exceeding three financial years, provided a separate 
appropriation is made for each of those financial years. 
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ANNUAL BUDGET 17/18 


KGM (Kai IGarib Municipality) is facing the following serious challenges for 
the 2017/18 financial year; 

1. Complying to mSCOA Reguations 

mSCOA is a Municipal Standard Chart of Accounts. mSCOA is 

a multi-dimensional recording and reporting system across seven 
segments. Function or sub-function (GFS votes structure) Item 
(asset, liability, revenue, expenditure, etcetera) Funding source 
(rates, services charges, grants, loans, etcetera) 

The cornerstone of mSCOA is proper planning and budgeting. 
mSCOA requires a municipality to budget in a particular way (for 
projects) across the segments, which means that what council 
approved in the budget and what is implemented (spend) across the 
municipality's systems will align ensuring spending discipline 
(economy, efficiency and effectiveness). This improves transparency 
and accountability. 

At this stage of the budget the segment with big impact is the 
funding segment. 

• Revenue sources (funding) have to be determined. 

• Collection rates have to be considered. 

• This calculates the nett revenue funding the budget. 

Table 1 reflects the total funding resources. The gross revenue amounts 
to R215m, but after considering the collection rates (based on 
2016/2017) the nett revenue drops to R182m. Expenditure up to R182m 
is allowed through the system. The nett total of R182m comprise 
R156,852,442 operational and R25,406,800 capita! expenditure. 
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TABLE - 1 



DESCRIPTION 

Gross revenue 

projected for 17/18 

Collection 

Rate 

Nett Revenue 




215 476 367 


182 271 242 

Total service 

levies 

Service charges 

Electricity Conventional Sales 

38 715 134 

84% 

32 560 373 

Service charges 

Electricity Basic charges 

6 909 619 

84% 

5 811 159 

Service charges 

Electricity Sale of Prepaid 

25 553 039 

100% 

25 553 039 

Service charges 

Water Conventional Sales 

10 886 831 

53% 

5 775 285 

Service charges 

Water Basic Charges 

4 666 901 

53% 

2 475 714 

Service charges 

Water Sale of Prepaid 

282 816 

100% 

282 816 

Service charges 

Sanitation services 

9 100 000 

51% 

4 626 762 

Service charges 

Refuse services 

5 542 510 

49% 

2 737 265 

Revenue 

based on 
16/17 

Rental of 

Facilities 

Library 

6 042 

100% 

6 042 

Fines 

Library 

2 169 

100% 

2 169 

Provincial 

conditional 

grant 

Operational 

Grants 

Library Grant 

1 707 000 

100% 

1 707 000 

Revenue 

based on 

16/17 

Fines 

Traffic 

16 852 

100% 

16 852 

Licences and 

Permits 

Traffic 

F 

368 208 

100% 

368 208 

Revenue 

based on 

16/17 

Rental of 

Facilities 

Halls 

F 

31080 

100% 

31 080 

DORA Mig 
conditional 

grant 

Operational 

Grants 

Project Management Unit - 
5% (PMU) 

1 137 200 

100% 

1 137 200 

DORA EPWP 

conditional 

grant 

Operational 

Grants 

EPWP 

1 000 000 

100% 

1 000 000 

Total rates 

levies 

Property rates 


18 354 572 

38% 

6 983 886 

Revenue 

based on 
16/17 

Rental of 

Facilities 

Other 

F 

257 694 

100% 

257 694 

Revenue 

based on 
16/17 

Fines 

Other 

F 

22 900 

100% 

22 900 

DORA ESG 

unconditional 

grant 

Operational 

Grants 

Equitable share 

63 164 000 

100% 

63 164 000 

DORA 

Conditional 

grants 

Operational 

Grants 

Financial Management Grant 
(FMG) 

2 345 000 

100% 

2 345 000 

Capital Grants 

MIG 

21 606 800 

100% 

21606 800 

Capital Grants 

INEP 

3 000 000 

100% 

3 000 000 

Capital Grants 

RBIG 

800 000 

100% 

800 000 
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2. 


Compiling of a credible budget 


KGM's biggest challenge remains the lack cash flow. Lack of cash 
flow inevitable influences all aspects of administration and service 
delivery, for example: 

1. The difficulty to pay its creditors. It is again pointed out by the 
AG for 2015/16 and the internal auditors 

2. Any attempts to improve future audit outcome is jeopardize by 
lack of cash flow. KGM is already not complying by not being 
able to service creditors in time. Funding is needed to put in 
much needed systems and procedures in place 

3. Service delivery is also compromised. Poor service delivery can 
indirectly again have a negative impact on the public's 
willingness to pay for services. 

4. Compliance with MSCOA on 1 Ju ly 2017 is also going to be a 
costly exercise and affect future audit outcomes. 


It is a vicious circle in which KGM finds itself. It is a situation that 
gradually built up over the past few years. 

The following table reflects the figures as per audited financial statements 
from 2011/12 to 2015/16 

TABLE - 2 


Description 

2012 

2013 

2014 

2015 

2016 

% increase from 

2012 to 2016 or 

total 

Revenue (Cashflow Statement) 

150 782 195 

163 611956 

200 344 268 

187 248 117 

188 954 486 

25% 

Debtors 

81 856 736 

103 116 408 

111041937 

128 617 919 

151938 267 

86% 

Creditors 

53 622 744 

52 475 764 

33 940 654 

138 734 445 

161 285 648 

201% 

Service charges & Rates 

82 726 611 

82 488 966 

91 150 175 

94 718 337 

112 547 994 

36% 

Equitable share 

34 355 968 

46 071 000 

48 286 027 

50 293 087 

47 648 090 

39% 

Security 

79 250 

2 072 135 

5 430 558 

5 410 135 

8 294 000 

10366% 

Bulk purchases 

30 017 545 

37 797 952 

40 466 130 

45 018 457 

50 869 470 

69% 

Employee related costs 

49 458 450 

62 611932 

78 421 728 

86 266 134 

91860 505 

86% 
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Table 2 clearly reflects that the cash inflow did not grow at the same 
tempo as cash outflow over the 5-year period. This tendency has caught 
up with KGM and makes planning for the coming financial year very 
difficult. 

2.1 Employment cost 
TABLE - 3 




Nett Revenue 

Employment Cost 

Nett revenue minus 

employment cost 
(Negative indicate 
deficit) 

Service charges 

ELECTRICITY 

63 924 570 

5 813 263 

58 111306 

WATER 

8 533 815 

10 777 786 

- 2 243 972 

SEWERAGE 

4 626 762 

9 691936 

- 5 065 174 

REFUSE 

2 737 265 

9 750 283 

- 7 013 018 

Agency services 

LIBRARY 

1 715 210 

2 630 910 

915 699 

TRAFFIC 

385 060 

2 194 929 

- 1 809 870 

Rental of 

Facilities 

HALLS 

31080 

1 167 230 

- 1136150 

Operational 

Grants 

Project Management Unit - 
5% (PMU) 

1 137 200 

1480 986 

343 786 

Operational 

Grants 

EPWP 

1 000 000 

337 323 

662 677 


PROPERTY RATES & OTHER 

70 428 480 

62 749 341 

7 679 139 

Conditional 

Grants 

Financial Management Grant 
(FMG) 

2 345 000 



MIG 

21 606 800 



INEP 

3 000 000 



RBIG 

800 000 





182 271 242 

106 593 988 

47 925 454 




58 % 



Table 3 


reflects the projected employment cost for 2017/18 based on warm 
bodies as on end January 2017. The warm bodies comprise 19 Councillors 
and 448 employees. The percentage of employment cost over income 
broke through the 50% level to an alarming 58 % of the R182m revenue. 
69 % if it is calculated against the Nett Revenue excluding conditional 
grants. 
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It is also alarming to notice that the employment cost of water amounts 
to 126% of the total income of water. In the cases of sewerage and 
refuse just the employment cost only amounts to 210% and 356% 
respectively. These services are therefore running at serious losses if only 
employment cost is considered. With library, traffic, community halls and 
PMU section, it is the same situation. These services are therefore heavily 
subsidised. 

2.2 Bulk Electricity and Water purchases 

Total bulk purchases amounts to R54,lm comprising electricity of R52,6m 
and water of Rl,5m. This is based on statistics of the period February 
2016 up to January 2017. It is also worrying to notice that; 

Bulk Purchases R 54,100,000 

+ Employment Cost R106,593,988 

Total R160.693.988 

This total expenditure of R160,693,988.00 is already more than KGM's 
nett funds of R1 56, 864, 442. 00 ( Nett funds excl. conditional capita! grants 
[R182,271,242 - R25,408,800 = R156,864,442 ]) 

At this stage of budgeting the budget is already not funded. For 
economical services like water, sewerage and refuse you need to increase 
the tariffs as follows just to cover the employment costs. 

TABLE - 4 




Nett Revenue 

Employment Cost 

Nett revenue minus 
employment cost 
(Negative indicate 
deficit) 

Potential increase 
to cover deficit 

Service charges 

WATER 

8 533 815 

10 777 786 

- 2 243 972 

20% 

SEWERAGE 

4 626 762 

9 691936 

- 5 065 174 

110% 

REFUSE 

2 737 265 

9 750 283 

- 7 013 018 

260% 


To cover just the employment cost the tariffs need to be increased with 
20%, 110% and 260% respectively. 
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2.3 Contracted Services, Maintenance, General Expenditure, Finance 
Cost & Capital Expenditure 


TABLE - 5 




Contracted Services 

Maintenance 

General expenditure 

Finance Cost 

Capital Expenditure 

Service charges 

ELECTRICITY 


115 053 

995 849 

- 

- 

WATER 


109 394 

2 385 801 

- 

- 

SEWERAGE 


117 375 

421 920 

- 

- 

REFUSE 


230 963 

1621 107 

- 

- 

Agency services 

LIBRARY 


132 600 

405 833 



TRAFFIC 


10 000 

64 704 



Rental of 

Facilities 

HALLS 



270 000 



Operational 

Grants 

Project Management Unit - 
5% (PMU) 






Operational 

Grants 

EPWP 







PROPERTY RATES & OTHER 

16 999 384 

1 759 035 

8 463 588 

2 600 000 

- 

Conditional 

Grants 

Financial Management Grant 
(FMG) 



2345000 



MIG 





21606 800 

INEP 





3 000 000 

RBIG 





800 000 



16 999 384 

2 474 420 

16 973 803 

2 600 000 

25 406 800 


2.3.1 Contracted Services comprises basically the following; 


LICENCES: COMPUTER SOFTWARE 

2 409 904 

TELEPHNE & RADIOLINK 

1387 356 

RENTAL: PHOTO COPIERS 

3 156 456 

ASSET VERFICATION; 

1 999 800 

INSURANCE 

947 010 

CONTRACTS: REFUSE REMOVAL; 

180 000 

FEDILITY CASH IN TRANSIT 

438 857 

SECURITY SERVICES 

6 480 000 


16 999 384 
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2.3.2 Maintenance is based on the 2016/2017 budget and amounts to 
1.5%of KGM's nett funds of R156,864,442.00 (Nett funds excl. conditional 
Capital grants [R182 ,27 1 ,242 - R25,408,800 = R156,864,442]) 

This is not sufficiënt considering the KGM's asset register. 

2.3.3 General Expenditure is based on the 2016/2017 budget and 
amounts to R16,973,803. This represents basically the expenditure 
incurred to keep the staff busy executing service delivery. As mentioned 
with Employment Cost the Maintenance, General Expenditure are not 
funded and will probably leads to no service delivery. 


RENTAL OF HALLS; 

10 000 

COURIER FEES; 

15 662 

CONSULTANCY FEES; 

17 000 

PROFESIONAL MEMBERSHIP FEES 

17 298 

SURVEY COST; 

60 895 

ENTERTAINMENT FEES 

80 000 

VEHICLE LICENCES 

88 649 

FEES: AUDIT COMMITTEE; 

93 492 

TRAINING 

94 905 

LIBRARY PROGRAMMS 

149 340 

CLEANING MATERIALS 

198 500 

PRINTING & STATIONARY 

292 878 

WARD TRANSPORT; 

300 000 

MATERIAL AND ACCESSORIES 

316 186 

BANKCOSTS; 

348 310 

VALUATION ROLL EXPENDITURE 

500 000 

PPE/PPC 

630 000 

SALGA MEMBERSHIP FEES; 

800 000 

REFUSEBAGS; 

878 800 

SPLUMA 

1 000 000 

DEPARTMENTAL: ELECTRICITY 

1 018 604 

CHEMICALS; 

1 500 000 

TRAVELLING AND SUBSISTANCE 

1 681 267 

AUDIT FEES 

1890 000 

FMG CONDITIONAL GRANT 

2 345 000 

FUEL 

2 647 015 


16 973 803 
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2.3.3 Financial cost is also based on the 2016/17 financial year and is 
result of the high outstanding creditors ( R175m) 
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2.4 Total Budget 
TABLE - 6 

2 


DESCRIPTION 

Gross revenue 
projected for 17/18 

Collection Rate 

Nett Revenue 

Employment Cost 

Bulk Purchases 

Contracted 

Services 

Maintenance 

General 

expenditure 

Finance Cost 

Capital 

Expenditure 

Nett (Negative 
indicate deficit) 




215 476 367 


182 271 242 

106 593 988 

54 100 000 

16 999 384 

2 474 420 

16 973 803 

2 600 000 

25 406 800 

42 877 153 

Total service 

levies 

Service charges 

Electricity Conventional Sales 

38 715 134 

84% 

32 560 373 

5 813 263 

52 600 000 


115 053 

995 849 



- 4 400 404 

Service charges 

Electricity Basic charges 

6 909 619 

84% 

5 811 159 









Service charges 

Electricity Sale of Prepaid 

25 553 039 

100% 

25 553 039 









Service charges 

Water Conventional Sales 

10 886 831 

53% 

5 775 285 

10 777 786 

1 500 000 


109 394 

r 2 385 801 



6 239 168 

Service charges 

Water Basic Charges 

4 666 901 

53% 

2 475 714 









Service charges 

Water Sale of Prepaid 

282 816 

100% 

282 816 









Service charges 

Sanitation services 

9 100 000 

51% 

4 626 762 

9 691 936 



117 375 

421 920 



5 604 469 

Service charges 

Refuse services 

5 542 510 

49% 

2 737 265 

9 750 283 



230 963 

1 621 107 



8 865 087 

Revenue 

based on 
16/17 

Rental of 

Facilities 

Library 

6 042 

100% 

6 042 

2 630 910 



132 600 

405 833 



1 454 132 

Fines 

Library 

2 169 

100% 

2 169 









Provincial 

conditional 

grant 

Operational 

Grants 

Library Grant 

1 707 000 

100% 

1 707 000 









Revenue 

based on 
16/17 

Fines 

Traffic 

16 852 

100% 

16 852 

2 194 929 



10 000 

64 704 



1 884 574 

Licences and 

Permits 

Traffic 

368 208 

100% 

368 208 









Revenue 

based on 

16/17 

Rental of 

Facilities 

Halls 

31 080 

100% 

31 080 

1 167 230 




270 000 



1 406 150 

DORA Mig 
conditional 
grant 

Operational 

Grants 

Project Management Unit - 
5% (PMU) 

1 137 200 

100% 

1 137 200 

1 480 986 







343 786 

DORA EPWP 

conditional 

grant 

Operational 

Grants 

EPWP 

1 000 000 

100% 

1 000 000 

337 323 







662 677 

Total rates 

levies 

Property rates 


18 354 572 

38% 

6 983 886 

62 749 341 


16 999 384 

1 759 035 

8 463 588 

2 600 000 


22 142 868 

Revenue 

based on 
16/17 

Rental of 

Facilities 

Other 

257 694 

100% 

257 694 









Revenue 

based on 
16/17 

Fines 

Other 

22 900 

100% 

22 900 









DORA ESG 

unconditional 

grant 

Operational 

Grants 

Equitable share 

63 164 000 

100% 

63 164 000 









DORA 

Conditional 

grants 

Operational 

Grants 

Financial Management Grant 
(FMG) 

2 345 000 

100% 

2 345 000 





2 345 000 




Capital Grants 

MIG 

21 606 800 

100% 

21 606 800 







21 606 800 


Capital Grants 

INEP 

3 000 000 

100% 

3 000 000 







3 000 000 


Capital Grants 

RBIG 

800 000 

100% 

800 000 







800 000 
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As mentioned earlier the first phase of compiling the budget was to 
calculate the potential funds in terms of the MSCOA regulations. This was 
done in terms of circular 86, 6.4% increase in tariffs. The expenditure 
was calculated on a zero basis. The budget total to a R42.877m unfunded 
deficit. 
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